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Economic Report of the President

To the Congress of the United States:

Our Nation has faced tremendous challenges in recent years. A deadly pan-
demic and unprovoked war in Ukraine have tested our economy unlike any
time since the Great Depression. When I was sworn into office, COVID-19
was raging and our economy was reeling. Millions of workers were out of
a job, through no fault of their own. Hundreds of thousands of businesses
had closed, our supply chains were snarled, and many schools were still
shuttered. Families across the country were feeling real pain.

Today, two years later, 230 million Americans have been vaccinated,
and COVID no longer controls our lives. We have created a record 12 mil-
lion jobs, which constitute the strongest two years of job gains on record.
Unemployment is at a more than 50-year low, with near-record lows for
Black and Latino workers, and manufacturing jobs have recovered faster
than in any business cycle since 1953. Growth is up, wages are up, and infla-
tion is coming down. At the same time, a record 10 million Americans have
applied to start small businesses—each of their applications an act of hope.
More Americans have health insurance today than ever before in our history,
and real household wealth is 10 percent above what it was before COVID.
It is safe to say: Our economic plan is working, and American families are
starting to have a little more breathing room.

It is important to remember, however, that the economic anxiety so
many have felt did not start with the pandemic. For decades, the backbone of
America, the middle class, has been hollowed out. Too many American jobs
have been shipped overseas. Unions have been weakened. Once-thriving cit-
ies and towns have become shadows of what they used to be, robbing people
of hard-earned pride and self-worth.

I ran for President to rebuild our economy from the bottom up and
middle out, not from the top down—because when the middle class does
well, the poor have a ladder up and the wealthy still do well. We all do
well. And that is what we have been working for. This past year, we made
critical investments to secure America’s future. Together, the Bipartisan
Infrastructure Law, the CHIPS and Science Act, and the Inflation Reduction
Act represent the biggest public investments in our history—expected to
draw more than $3.5 trillion in public and private funding for infrastructure,
the digital economy, and clean energy over the next decade.

First, the Bipartisan Infrastructure Law is an investment in America
and our competitiveness. You cannot be the number one economy in the
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world unless you have the best infrastructure in the world. That is why this
once-in-a-generation law is finally rebuilding our roads, bridges, railroads,
ports, airports, and more—to keep our people safe, our goods moving, and
our economy growing. Families across the Nation will have safe drinking
water and high-speed Internet. A network of electric vehicle charging sta-
tions will allow more of us to drive cleaner cars. To date, we have funded
over 20,000 construction projects all across the country, creating tens of
thousands of well-paying new jobs. Americans everywhere can take pride
in seeing shovels in the ground.

Second, the CHIPS and Science Act, which I signed in August, will
make sure that America once again leads the world in developing and
manufacturing the semiconductors that power everything from cars to
refrigerators to smartphones. The United States invented these chips; it is
time to again manufacture them at home, and to make sure our economy
never again relies so heavily on foreign chipmakers. Private companies have
already announced more than $300 billion in new investments in American
manufacturing in the last two years, many of them thanks to this law, creat-
ing tens of thousands more jobs of the future in every corner of the country.

Third, the Inflation Reduction Act, also enacted last August, takes on
powerful special interests to cut costs for working families. It lowers health
care and prescription drug costs—for example, capping insulin at $35 a
month for seniors on Medicare, and capping drug costs at $2,000 a year for
seniors with Medicare Part D starting in 2025. It extends the Affordable Care
Act’s subsidies, saving families an average of $800 a year. It also makes the
Nation’s most significant investment ever in combating the existential threat
of climate change, investing in everything from climate-smart agriculture to
more resilient electric grids. It builds a new clean energy economy, creating
thousands of green jobs in communities too often left behind, while also
lowering home energy bills for families.

Meanwhile, my Administration has taken wide-ranging executive
actions to help level the playing field and promote competition. From easing
the burden of crippling student debt, to providing relief to families at the gas
pump, to cracking down on unfair junk fees, we are building an economy
that gives everyone a fair shot and a little more breathing room.

Throughout, we have shown that we can invest in our future and be
fiscally responsible at the same time. We are helping to pay for these his-
toric programs by finally making the wealthy and corporations pay their fair
share, without raising taxes on anyone making under $400,000 a year. And
we cut the deficit by $1.7 trillion during my first two years in office, the
largest reduction in history, with more to come.

I have often said that a job is about more than a paycheck; it is about
dignity and respect. This is why we are not only investing in record job
growth; we are also providing historic support for workers and unions at a
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time of big shifts in our workforce. We plan to ban noncompete agreements
for 30 million workers who have been unfairly locked in their jobs, giving
them the right to be paid what they are worth. We have boosted pay and
labor protections for Federal contractors, we have pushed to extend these
same protections to all workers, and we have passed laws to ensure safe
and fair workplaces, including for pregnant and nursing workers and work-
ers who face sexual assault and harassment on the job. We are investing in
job-training programs and registered apprenticeships, which give so many
people a ladder up to well-paying jobs on which they can raise a family
without a college degree.

Now, it is time to finish the job. We have much more to do to build
an economy that benefits everyone—from cracking down on the deadly
fentanyl epidemic and investing in mental health care and recovery, to
fighting for childcare and paid family leave for millions of working families
struggling to care for their loved ones, so no one ever again has to choose
between the paycheck they need and the family they love.

Our Nation is at an inflection point that will determine our future for
decades to come. But today, because of the choices and investments we have
made, jobs are coming back, pride is coming back, and the United States
of America is better positioned to lead than any other country on Earth.
Our blue-collar blueprint to rebuild America is proving that democracy
can deliver, building an economy that is fairer and stronger and leaves no
one behind.

14

The White House
March 2023
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Chapter 1

Pursuing Growth-Enhancing Policies
in Today’s Changing World

Economists often tout the value of economic growth. They argue that as the
size of the economic “pie”—the value of all goods and services produced
in a year—increases, everyone can get a larger slice of it, making them
better off. Of course, growth is not the only economic goal a society may
prioritize. Many societies also have notions of fairness and justice such as
lower poverty and inequality, so they are attentive to how the slices of the
pie are shared. That said, sustained economic growth is an important priority
for most societies and, over long swaths of history, is an indispensable driver

of improvement in human well-being.

Economic growth is constrained, however, when the size of the economy
reaches what economists call “potential gross domestic product (GDP)” or
“capacity.” An economy’s long-run capacity depends on such factors as a
growing and skilled labor force, high-quality physical infrastructure, and
the efficiency of the production process. Actions that affect any of these
factors can either constrain or enhance the capacity of the economy over
time. Investing in increased economic capacity enables the economy to
accommodate more demand in the medium to long run, which can make
it more resilient to economic shocks and minimize the risk of inflationary
episodes. The core of the Biden-Harris Administration’s economic agenda is
building a foundation for steady, sustainable, and shared growth by increas-

ing economic capacity.

Over the last 50 years, the United States’ social and economic context

has changed, leading to both opportunities and challenges for increasing
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economic capacity. This has been for a variety of reasons, but three impor-
tant ones are worth noting. First, women have surpassed men in educational
attainment, and they joined the labor force in historic numbers through the
late 1990s, though there has been a slowdown in their labor force participa-
tion gains in recent years. Women’s increased participation—and thus an
increase in the size of the labor force generally—helped drive economic
growth in the second half of the 20th century. At the same time, a lack
of public investment in care has challenged workers, especially working

women, with caregiving responsibilities.

Second, soaring carbon emissions in the second half of the 20th century have
exacerbated global warming, and the resulting climate change will increas-
ingly become a barrier to economic growth without effective adaptation.
Interrelated with the climate crisis, the damage to ecosystems continues to
accelerate, creating significant risks for businesses and the wider economy

(World Economic Forum 2020).

Third, computers have entered virtually all aspects of life and can now
perform tasks that previously were thought not able to be automated. The
Internet has changed how people find information, learn, do business,
and communicate with one another. These changes have spurred growth
and helped some industries weather economic shocks like the COVID-19
pandemic better than they otherwise would have. But they have also raised
important issues about how established economic policy can and should

adapt to the new digital world.

To expand the potential growth of the U.S. economy, policymakers need to
adjust how the Nation invests in response to these kinds of changes. This
year’s Report highlights selected areas where the changing economic and
social context calls for a new approach to increasing the capacity for eco-
nomic growth. The Report discusses how the relevant context in these areas
has changed, analyzes pressing current challenges to sustained economic

growth, and highlights potential strategies to confront these challenges.
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Investing in Production Drives Economic Growth

The inputs to sustained economic growth can be understood through the
lens of an aggregate production function, which is explained in box 1-1.
According to such a function, an economy’s output depends on its stock
of human and physical capital as well as on a productivity factor that sum-
marizes how efficiently workers, machines, and other types of inputs are put
to use. Thus, sustained output growth relies on continuing private and public
investments in the economy’s workforce, physical capital, and productivity
(Mankiw 2010).

In general, well-functioning markets incentivize households and firms
to make investments that expand the economy, even when these households
and firms do not have the larger economy in mind as they make their
individual decisions. For example, a high school graduate who anticipates
enhanced career opportunities from attaining a higher degree will likely
pursue a college education. A firm that wants to grow but is having trouble
hiring may invest in making its workplace more attractive to potential
employees or pursue a management strategy to improve the efficiency of its
existing workforce. These decisions are made independently throughout the
economy without considering their effect on aggregate production, yet they
jointly increase total economic capacity and growth.

Unlike the private sector, the public sector is designed to invest in
the economy with explicit consideration of the aggregate context. This is
reflected in the types of investments it should ideally make, many of which
are aimed at markets’ overall efficient functioning. The public sector oper-
ates the basic institutions that enforce the rule of law and property rights
and thus enable households and firms to engage in the complex market
system. It is also tasked with promoting competition and preventing socially
destructive profit-seeking behavior, ensuring the stability of the financial
infrastructure that greases the economy, and representing the interests of the
U.S. economy in negotiating terms of trade with the rest of the world.

In addition, when the private sector underinvests, the public sector
can step in to invest in human and physical capital. Private underinvestment
occurs for various reasons but often entails some combination of coordina-
tion failure, externalities, and credit constraints. For example, although
virtually all firms benefit directly or indirectly from having functional roads
running across the United States, it would be nearly impossible for them to
coordinate a plan of action to build them. Compared with what would be
best for society, firms tend to underinvest in the use of clean energy because
they do not bear the full burden of the cost of pollution (costs are external-
ized). And information asymmetries in private credit markets can make it
difficult for some entrepreneurs to access funding for upfront investments
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Box 1-1. What Is an Aggregate Production Function?

An “aggregate production function” summarizes the process whereby an
economy transforms inputs into goods and services. Consider a tomato
farmer. She needs the input of labor—workers—to run and maintain her
farm; the input of human capital—the education, training, skills, health,
and other valuable resources embodied in a person—to know how to
plant, raise, and harvest the tomatoes; and the input of physical capital—
raw materials like seeds, along with harvesting and hydration equipment.
The farmer uses these inputs to produce tomatoes as her output. Some of
these tomatoes will be sold to consumers at the grocery store or at farm-
ers’ markets as final goods; others will themselves become inputs into
different products like ketchup and pizza sauce. When all the individual
production functions like this farmer’s are combined in an economy, the
result is an aggregate production function, which gives the aggregate
output of the entire economy resulting from all its inputs.

Aggregate output increases when there are more workers with
in-demand skills, when these workers work more hours, and when they
have access to more and better facilities and equipment to help them
effectively perform their jobs. Physical capital also captures the broader
infrastructure of roads, bridges, and broadband that allows goods, ser-
vices, and information to move throughout the economy; note that this
infrastructure is often public.

An economy also grows when it becomes more efficient at com-
bining labor and capital to produce output—that is, when it can produce
more output with the same amount of inputs. Economists call this
“total factor productivity.” In the tomato farmer example, agricultural
innovations such as better farm management techniques, including crop
rotation, have enabled farmers to grow tomatoes more easily.

When total factor productivity grows, output increases, even if an
economy’s inputs—Ilabor, human capital, and physical capital—are kept
constant, because the economy becomes more efficient at using these
inputs.

Economists tend to discuss total factor productivity in shorthand as
“technology”; but in reality, total factor productivity has many different
drivers and constraints beyond what one might typically think of as tech-
nology. For instance, culture and norms can have a substantial impact on
output (Guiso, Sapienza, and Zingales 2006). And corruption holds back
economic growth not just by disincentivizing investment in human and
physical capital, but also by decreasing the amount of economic growth
that an economy sees from a given amount of human and physical capital
(Mauro 1995).

Summarizing aggregate production as a function of physical
capital, human capital, and total factor productivity is a useful abstrac-
tion that provides a framework to understand differences in economic
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activity across time and countries. For certain questions, it makes
sense to extend the basic model. One increasingly relevant extension is
explicitly to include natural capital—the stock of water, land, air, and
renewable and nonrenewable resources—as a distinct production factor
in addition to built or produced physical capital. In the example given
above, factors such as soil quality and quantity, climate, irrigation water,
and the populations of insect pollinators provide important contributions
to the tomato farmer’s output production. As natural capital becomes
an increasingly important driver of variation in economic activity due
to climate change, more questions will benefit from a direct inclusion
of natural capital. Indeed, the Biden-Harris Administration recently
launched a multiyear effort to put nature on the nation’s balance sheet
for the first time (White House 2023).

in their businesses, even when those investments promise private and social
returns in the future, resulting in credit constraints.

The United States’ Economic Growth Over Time

The last two centuries have seen remarkable gains in material well-being
around the world, driven by rapid output growth. The United States is
an excellent example of a country that has experienced this economic
transformation.

Estimates of historical output suggest that in 1800, the United States
was not even among the world’s 10 largest economies (Groningen Growth
and Development Centre, n.d.). But its rapid growth ever since—averaging
about 3.5 percent a year between 1800 and 2021—has turned the United
States into the world’s largest economy in nominal terms. Figure 1-1 decom-
poses U.S. economic growth since 1800. Total output can be mechanically
separated into (1) labor supply (how many workers there are)—which in
turn depends both on population size and labor force participation—and (2)
how much average output these workers produce. Output per worker reflects
the growth drivers other than labor supply mentioned above: human capital,
physical capital, and total factor productivity.

This decomposition of economic growth highlights how the relative
importance of the American workforce’s size versus its productivity in driv-
ing growth has changed over time. Productivity-driven economic growth is
ultimately what spurs sustained growth in output per capita, which better
reflects how growth translates into improved living standards for individu-
als. In the first half of the 19th century, aggregate growth was driven mainly
by the country’s increasing population and by its larger workforce. This
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Figure 1-1. Average Annual U.S. Real GDP Growth since 1790, by Decade
and Contributor
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implied comparatively more limited gains in material well-being for the
average person. In contrast, aggregate growth in the 20th century was driven
mostly by an increasingly productive workforce and thus translated more
directly into higher individual output and incomes.

Productivity-driven output growth in the United States has been the
result of private and targeted public investment in the skills of its workforce,
its equipment and infrastructure, and the technologies that enable its workers
to most efficiently use their skills.

Two decades in particular—the 1870s and 1940s—stand out for hav-
ing the highest average growth in American history. These decades serve as
case studies for some of the factors that drive economic expansion.

Economic historians sometimes mark the 1870s as the start of a period
of advancement called the “Second Industrial Revolution” (e.g., DeLong
2022). Some of the investments during this decade were made to repair the
infrastructure that had been damaged or destroyed during the Civil War. But
investment in the 1870s went well beyond replacement. In 1860—on the eve
of the Civil War—there were about 31,000 miles of railroads in operation
in the United States. By 1870, this had increased to 53,000 miles; and by

1880, to 98,000 miles (see figure 1-2). In 1869, Western Union operated
about 105,000 miles of telegraph wires and handled just under 8 million
messages annually. Ten years later, it had doubled the mileage of its wires
and was handling more than three times the number of telegraph messages
(Carter et al. 2006, series Dg 9 and Dgl1). And this surge in investment
in the 1870s was not limited to physical infrastructure but also extended
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Figure 1-2. Miles of U.S. Railroads, 1830-90
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to ideas. The United States issued roughly 72,000 patents for inventions
between 1860 and 1869; the next decade, it issued about 125,000 (see figure
1-3). Moreover, the Nation’s labor supply grew strongly during the 1870s:
the U.S. labor force was about 35 percent larger in 1880 than it was in 1870,
thanks both to natural population growth and immigration (Migration Policy
Institute, n.d.). In comparison, the labor force grew by a total of 5 percent
between 2011 and 2021.

The expansion of physical capital and ideas, combined with the
increasing labor force, corresponded with strong growth in the 1870s and
beyond.

Like the 1870s, the 1940s came on the heels of a catastrophe—in this
case, the Great Depression. However, growth in the 1940s was less about an
increase in the labor supply, given that the labor force grew at about half the
rate it did in the 1870s. Instead, growth in the 1940s was driven by a com-
bination of public investment and greater utilization of a labor force with a
high unemployment rate at the start of the decade: although unemployment
had fallen substantially from its 1932 peak of 22.9 percent, in 1940 it was
still at an elevated rate of 9.5 percent (Carter et al. 2006, series Ba475).!

The United States’ entry into World War II accelerated this growth.
The number of active-duty military personnel grew from just over 300,000
in 1939 to 12 million by the war’s end in 1945 (National World War 11

! This series treats workers participating in Federal emergency New Deal programs like the Works
Progress Administration and Civilian Conservation Corps as “employed”; official labor market
statistics, which were still in their infancy at the time, classified these workers as “unemployed.”
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Figure 1-3. U.S. Patents Issued, 1790-2000
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Museum, n.d.). This mobilization, in combination with increased private
hiring (driven itself in large part by wartime government orders) pushed the
unemployment rate down to 1.2 percent by 1944 and expanded women’s
labor force participation (Acemoglu, Autor, and Lyle 2004; Carter et al.
2000, series Ba475; National Archives, n.d.).

Public investment in physical capital also skyrocketed. The Federal
Government’s gross investment rose from $12 billion in 1940 to $270 bil-
lion in 1944 (inflation-adjusted).? Growth in government consumption and
investment was responsible for adding 10 percentage points to real GDP
growth in 1941 and an astounding 28 percentage points in 1942 (see figure
1-4).

The end of the war did not mean a return to the prewar economy of the
1930s that was characterized by high unemployment and depressed output.
Demobilization led to a mild recession in 1945, as the United States began
shifting away from the wartime economy, and the unemployment rate crept
back up in the years after the war. But it did not return to its prewar levels
of 9.5 percent and above (Carter et al. 20006, series Ba475).

Even as Federal investment retreated in the years following World
War II, private investment picked up. Between 1944 and 1950, real Federal
defense investment fell by $257 billion (in 2021 dollars). But real private
fixed investment rose by $224 billion over that same period, and real
personal consumption was $444 billion higher. Indeed, increased private

2 This is measured in inflation-adjusted 2021 dollars.
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Figure 1-4. Contributors to U.S. Real GDP Growth, 1930-50
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investment and consumption were even able to substantially offset the
massive 29-percentage-point deduction to GDP growth from the postwar
demobilization in 1946 (see figure 1-4). Government investments during
World War II helped pave the way for private investments that sustained
renewed economic growth throughout the latter half of the 20th century
(Goodwin 2001).

The Inputs to U.S. Economic Growth Over Time

The economic growth of the United States over the last two centuries would
not have happened without investments in the labor force, the physical
capital stock, and total factor productivity. The previous pages of this
section discussed what some of these investments looked like during two
key rapid-growth decades: after the Civil War, and around World War II.
This subsection steps back and considers each of these factors over a wider
span of American history, highlighting key public and private investments
for each one and discussing selected available measures of how they have
evolved over time.

The labor force. Over the past 200 years, both public and private
actors have invested in the skills and size of the labor force. Consider the
key input of education. For centuries, the United States has been a world
leader in public education. Beginning in the 1700s, American communities
began to establish publicly funded or free schools, along with land grants
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to support the creation and maintenance of schools (Kober and Rentner
2020). Over time, an array of private and nonprofit institutions—including
private schools, universities, and vocational training programs—have also
become integral to the U.S. educational landscape. Investments in education
transformed the skills of American workers. In the first several decades of
the 20th century, the United States underwent what is now termed the “high
school movement” (see figure 1-5); between 1910 and 1940, the share of
those age 18 years with a high school diploma (from a private or public insti-
tution) rose by over 40 percentage points (Goldin and Katz 2009). However,
progress has at times been uneven; segregation and other forms of race and
gender discrimination in the education system have presented barriers to
educational attainment for women and people of color.

The U.S. labor force has also grown—ifrom roughly 1.5 million work-
ers in 1800 to over 160 million today—with particularly rapid growth in the
second half of the 20th century, although there has been a gradual decline in
the growth rate since the 1980s (see figure 1-6).

The physical capital stock. Investment has also focused on physical
capital and productivity. This has included investments by the public sector,
such as under the Rural Electrification Act of 1936, which provided loans
to farmers and investors to expand electricity to rural communities, with
remarkable results, as depicted in figure 1-7 (Sablik 2020). Later in the 20th
century, the United States built out the Interstate Highway System, which
is often described as one of the greatest public works projects in history

Figure 1-5. U.S. Secondary School Enrollment and Graduation Rates,
1890-1991
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(Capka 2006; Pfeiffer 20006). In parallel with the public sector’s investments,
the private sector has invested in physical capital, such as by constructing

Figure 1-6. The U.S. Labor Force, 1800-2021
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Figure 1-7. U.S. Residences with Electricity, 1920-56
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factories, farms, and office buildings—in 2021, gross private domestic
investment exceeded $4 trillion (FRED 2022).

Public and private investments have combined to facilitate the contin-
ued growth of the Nation’s capital stock over the past century, as highlighted
in figure 1-8. (The capital stock includes physical capital, ranging from
trucks to houses to software to roads.)

Total factor productivity. As discussed above, total factor productiv-
ity is the most amorphous input into economic growth. It captures many
aspects, from technological innovation to the quality of institutions that
promote competition and the efficient allocation of scarce resources.

Consequently, historical public and private investment in total factor
productivity is multifaceted and not always straightforward to measure. For
example, one paper estimates that between 20 and 40 percent of growth in
aggregate output per person in the United States between 1960 and 2010 can
be explained by improved talent allocation brought on by reduced discrimi-
nation and changing preferences among Black and white women and Black
men (Hsieh et al. 2019). The Civil Rights Act of 1964 likely contributed to
this reduced discrimination and thus, in addition to rectifying long-standing
injustices, it functioned as an investment in the economy. But this type of
investment is difficult to quantify, given that it is concurrent with broader
social change.

Figure 1-8. U.S. Capital Stock, 1925-2021
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Other forms of investment are more tangible, such as investments in
research and development. The United States is consistently one of the top
spenders on research and development (OECD 2022a). The majority of this
spending comes from the private sector, but the public sector also plays an
important role, especially in funding basic research (Burke, Okrent, and
Hale 2022).

The information technology revolution exemplifies the complemen-
tary roles of public and private investment in the economy. The government
played an essential role in developing groundbreaking technologies, such as
the Internet and the Global Positioning System. These early-stage invest-
ments were arguably too risky for any private firm to undertake (Mazzucato
2013). But it was the private sector that transformed these base technologies
into the market-oriented ones that have shaped the way people work and live.
Unlike the number of workers or the stock of physical capital, the return on
these investments cannot be measured directly. However, economists can
infer that total factor productivity is changing when total output changes
more or less than would be expected based on observed changes in the labor
force and the physical capital stock. That is, a greater-than-expected increase
in total output suggests that total factor productivity has increased, whereas
a smaller-than-expected increase suggests that it has decreased.

Figure 1-9 shows total factor productivity growth in the United States
since 1953. In the short term, productivity growth fluctuates considerably,

Figure 1-9. Total Factor Productivity Growth, 1953-2021
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partly because it can only be inferred from other measurements. Still, there
are some notable trends over time. The postwar decades were marked by
relatively high productivity growth, before a notable slowdown in the 1970s
and through the mid-1990s. Productivity growth picked up again into the
2000s, but it fell during the Great Recession. The decade of slow productiv-
ity growth in the 2010s was common to most advanced economies, and it is
still not fully understood (Dieppe 2020).

U.S. Economic Growth in Context

Although economic growth in the United States over the past 200 years
has led to enormous gains in material well-being and life expectancy, and
has given the United States an economic and political leadership role on
the global stage, it cannot be taken for granted. For example, in the 1800s,
the United States’ GDP per capita was about 70 percent larger than that
of Argentina. But faster average U.S. GDP growth starting in the second
half of the 20th century caused the two countries to diverge further, and
today U.S. GDP per capita is about three times as large as Argentina’s
(figure 1-10). Singapore, conversely, experienced slower growth for much
of the 20th century before growing rapidly—more quickly than the United
States—beginning in the 1960s; the country’s GDP per capita is now above
that of the United States.

Figure 1-10. GDP per Capita for the United States, Argentina, and
Singapore, 1800-2018

Log scale, real GDP per capita, 2011 dollars

128,000

64,000
32,000
16,000
8,000
4,000
2,000
1,000 «

1800 1850 1900 1950 2000

e nited States e Argentina e Singapore

Source: Groningen Growth and Development Centre, n.d.
Note: Missing values are interpolated.
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Economies have diverged widely in modern history, and though
there have been various factors in this divergence, both public and pri-
vate institutions—and economic policies—are a central part of the story.
Indeed, Argentina and Singapore are telling case studies in this regard.
The Argentine economy accelerated in the late 1800s thanks to immigra-
tion, exports, and foreign investment. However, productivity and economic
growth in the country stagnated in the 20th century in the context of the
Great Depression and political instability, beginning with the military coup
in 1930 (Spruk 2019). Singapore’s economic growth, conversely, is gener-
ally considered an example of successful economic policy. The rapid rise of
Singapore and the other “East Asian Tigers” has been attributed to a set of
common, market-friendly economic policies that targeted macroeconomic
stability, public infrastructure and education, and export orientation (World
Bank 1993; Lee 2019).

Sustaining Economic Growth in Today’s Changing World

The preceding discussion highlighted the importance of past and continued
private and public investments in the U.S. economy. Many of these histori-
cal investments remain relevant today. The Nation must continue to make
investments to ensure access to high-quality education, from childhood
through adulthood; to maintain its physical infrastructure; and to ensure that
markets remain fair and competitive.

However, these investments are not being made in a vacuum. They
are influenced by changes in society and the economy that have an impact
on the need for, and value of, different kinds of investments—in human and
physical capital, as well as in total factor productivity. Sometimes the pri-
vate sector adapts quickly and well to these changes; other times, the public
sector needs to spur private investment and provide the necessary guardrails
to protect individuals and the U.S. economic system.

Investing in Human Capital and the Labor Supply: Implications of
More Women Participating in the Labor Force

Millions of American women entered the labor force in the latter half of the
20th century—with substantial implications for society, economic growth,
and public policy. Between 1970 and 2000, U.S. women’s labor force par-
ticipation rose from roughly 43 percent to 60 percent (figure 1-11). Although
this overall trend masks important differences in levels of participation by
dimensions such as race, age, income, and family status, virtually all groups
of women saw large participation gains over these decades.

This period has been termed the “Quiet Revolution” by the economist
Claudia Goldin, who has identified turning points in the late 1960s and early
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Figure 1-11. Women’s Labor Force Participation Rate, 1970-2022
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1970s in the marriage age, college graduation rate, and extent of profes-
sional school enrollment for women—along with the gradual lifting of some
discriminatory barriers for women, shifts in social norms for women’s fam-
ily and career decisions, and factors accounting for women’s life satisfaction
(Goldin 2006). Thus, Goldin attributes the increase in women’s labor force
participation to many factors, such as reduced labor market discrimination
against women and women’s increased choice in making reproductive
decisions through the invention, dissemination, and legalization of the birth
control pill.

In addition to women’s labor force participation, women’s educational
attainment increased drastically relative to men’s. Today, women earn the
majority of bachelor’s, master’s, and doctoral degrees (figure 1-12).

The economic consequences of these trends are significant. Using
a methodology similar to the one used in the 2015 Economic Report of
the President, updated CEA calculations indicate that the U.S. economy
was almost 10 percent larger in 2019 than it would have been without the
increase in women’s employment and hours worked from 1970 to 2019
(Council of Economic Advisers 2015).

However, starting in about 2000, women’s labor force participation
plateaued and began to decline. Men for their part have also seen a mul-
tidecade decline in participation, although they continue to participate at
a higher rate than women. Removing barriers to women’s and men’s par-
ticipation and educational attainment would ease labor constraints on firms
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Figure 1-12. Percentage of Postsecondary Degrees Received by
Women, 1980-2020

Percent
65

60 __—

55 /_/,_/

45

40
35
30
25

20 o T T T T 1
1980 1985 1990 1995 2000 2005 2010 2015 2020

T T T

e Bachelor’s — emmMaster’s === Doctoral

Source: U.S. Department of Education, National Center for Education Statistics.
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that want to open or expand, boost long-run economic growth, and increase
prosperity.

One factor affecting labor force participation, particularly for women,
is household, community, and care responsibilities. Before entering the
labor force in large numbers, women had long provided a large share of
unpaid work in their homes and communities, including household mainte-
nance tasks, raising children, caring for elder family members, and volun-
teering for community projects—work typically not captured in economic
measures like GDP. Today, women working outside the home continue to
disproportionately undertake these tasks; one recent study found that in het-
erosexual marriages, even when women’s wages are more than double those
of their spouses, women do 44 percent more household work (Siminski and
Yetsenga 2022).

At the same time, in recent decades, the aging of the so-called baby
boom generation (people born roughly between 1946 and 1964) and reduced
fertility rates have increased the demand for senior care while constraining
the supply of younger workers. The ratio of people age 65 and above to the
number of people age 16 to 64, sometimes called the old-age dependency
ratio, has more than doubled during the past seven decades. This has contrib-
uted to increased demand for care from adult children, creating the so-called
sandwich generation of people who have care responsibilities for both older
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and younger family members (figure 1-13). In 2017 and 2018, more than
8 million parents of children under 18 also provided senior care, including
nearly 5 million mothers (BLS 2019).

Women’s shift into the labor force and demographic changes were
associated with an increased demand for paid workers to provide what was
previously unpaid labor, particularly caring for young children and older or
disabled adults (figure 1-14). Th